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This paper examines the implications for political legitimacy of the funda
mental structural changes taking place in the Saudi Arabian economy.
Traditionally the Saudi Royal Family has based its legitimacy on its abili
ty to provide a wide variety of services and subsidies to its citizens. In addi
tion government expenditures in Saudi Arabia have provided the main eco
nomic stimulus. With declining oil revenues, diminishing returns on gov
ernment expenditure and severe cutbacks in economic services to sustain
defence expenditures, the Royal Family is losing much of its traditional
justification for rule. The paper concludes that the only way the regime will

I be able to sustain its legitimacy is through opening up the political system
to greater participation. This will first involve increased economic freedom,
with political freedom following the successful transition to a private sec-

. tor led economy.
~,: .
.~ Introduction

After more than twenty years of relatively high oil revenues certain
realities appear to be setting in for the Saudi Arabian Royal Family.
In particular, the economy remains overwhelmingly dominated by the
petroleum sector (Flanders, 1985; Kanovsky, 1994; Looney, 1995).
While considerable industrial diversification into non-oil sectors has
been achieved, the results, other than those achieved by the Saudi
Arabian Basic Industry Corporation (SABIC) have been below expec
tations. It is apparent that adequate demand can not be maintained
without a steady infusion of government expenditures.

Oil revenues aside, government expenditW'es appear to be loosing
their effectiveness in stimulating private investment. In turn the pro
ductivity of private sector investment is falling and its ability to stirn-
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